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ABSTRACT 
This study analyzes the voluntary accounting changes due to a business combination in a critical 
case study of an unregulated public company after the IFRS adoption in Brazil. This research 
consists of the study of a single case. The qualitative analysis was based on the Positive Accounting 
Theory to show that in the company analyzed, there were no internal or external incentives for 
earnings management, and that the voluntary accounting changes were motivated by the concern of 
accountants and managers to report the results in a more appropriate way. The findings suggest that 
there is no evidence that the analyzed companies made any opportunistic accounting choices due 
to mergers and acquisitions, as is often suggested by the accounting literature on earnings 
management. Quite the contrary, the accounting choices observed may have been simply the result 
of the managers’ and accountants’ good intentions, even though there is no way to prove that they 
were efficient. This critical case study brings back an important part of the accounting literature 
which values the efforts of accounting professionals in judging how adequately accounting 
standards are applied in emerging economies. The paper presents evidence that the accounting 
changes made by these companies are not necessarily explained by opportunistic factors, and 
eventually can contribute to increase company value, especially in an emerging economy context 
in which there is a significant degree of shareholder concentration.  
 
Keywords: Accounting Changes, Earnings Management, Business Combinations, Mergers and 
Acquisitions, emerging economies. 
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RESUMO 
Este estudo analisa as mudanças contábeis voluntárias devido a uma combinação de negócios em um 
estudo de caso crítico de uma empresa pública não regulamentada após a adoção do IFRS no Brasil. 
Esta pesquisa consiste no estudo de um único caso. A análise qualitativa baseou-se na Teoria Contábil 
Positiva para mostrar que na empresa analisada não havia incentivos internos ou externos para o 
gerenciamento de resultados, e que as mudanças contábeis voluntárias foram motivadas pela 
preocupação de contadores e gerentes em reportar os resultados de uma forma maneira mais apropriada. 
Os resultados sugerem que não há evidências de que as empresas analisadas tenham feito escolhas 
contábeis oportunistas devido a fusões e aquisições, como é frequentemente sugerido pela literatura 
contábil sobre gerenciamento de resultados. Muito pelo contrário, as escolhas contábeis observadas 
podem ter sido simplesmente o resultado das boas intenções dos gerentes e contadores, mesmo que não 
haja como provar que elas foram eficientes. Este estudo de caso crítico traz de volta uma parte 
importante da literatura contábil que valoriza os esforços dos profissionais de contabilidade em julgar 
como os padrões contábeis são aplicados adequadamente nas economias emergentes. O artigo apresenta 
evidências de que as mudanças contábeis feitas por essas empresas não são necessariamente explicadas 
por fatores oportunistas e, eventualmente, podem contribuir para aumentar o valor da empresa, 
especialmente em um contexto de economia emergente em que existe um grau significativo de 
concentração de acionistas. 
 
Palavras-chave: Mudanças Contábeis, Gerenciamento de Resultados, Combinações de Negócios, 
Fusões e Aquisições, economias emergentes. 
 
 
1 INTRODUCTION 
This study analyzes the voluntary accounting changes (hereafter VAC) resulting from a business 
combination process in a critical case study of an unregulated public company after the adoption of 
International Financial Reporting Standards (IFRS) in Brazil. 
The Comitê de Pronunciamentos Contábeis – CPC (Brazilian Accounting Standard Board) 
responsible for the study and issuance of accounting rules consistent with those issued by the IASB, 
which are approved by regulatory agencies, defines a business combination as a transaction or event in 
which an acquirer obtains control of one or more businesses. Control can be obtained by transferring 
cash, cash equivalents or other assets, by incurring liabilities, by issuing equity instruments, or by not 
issuing consideration at all (i.e. by contract alone) via (a) treasury or other asset transfers; (b) taking on 
liabilities; (c) issuing equity holding instruments; or (d) purely via contractual agreements, even without 
the transfer of any interests (item B5 of CPC 15). 
A business combination is a corporate restructuring, which is normally associated with onerous 
mergers and acquisitions activities. For Ross, Westerfield, and Jaffe (2013), a merger transaction occurs 
between companies that are similar in some way and join by means of a simple stock swap, which may 
or may not be followed by the creation of a new entity. In an acquisition transaction, shareholding 
control is purchased; that is, the acquiring firm buys voting shares on the capital market or assets of the 
target company, and only the acquirer maintains its legal identity. 
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In Brazil, mergers and acquisition transactions are subject to analysis by the Administrative 
Council for Economic Defense (CADE), linked to the Ministry of Justice, and the Secretary for 
Economic Monitoring (SEAE), linked to the Treasury Ministry, which are government agencies 
responsible for preventing economic power abuses that could compromise the free market. CADE 
analyzes and judges acts of economic concentration, such as those of mergers and acquisitions 
transactions, since such operations can result in a relationship where there is an abuse of economic 
power, which can harm both competitors and final consumers through anti-competitive practices. 
With regards to business combination transactions, in general, the accounting choices are 
explained according to the opportunistic approach of Positive Accounting Theory (hereafter PAT), 
which usually tests the political cost hypothesis. The accounting literature suggests that acquiring 
companies in mergers and acquisitions creates economic incentives for: (a) increasing their earnings in 
the period before the purchasing event, as a way of increasing their share price and obtaining a better 
stock swap ratio during the process in which the transaction price is negotiated (ERICKSON & WANG, 
1999; LOUIS, 2004; HIGGINS, 2013); and (b) reducing their earnings in the period following the date 
of the buying event, as a way of eliminating or reducing the impact of any possible government 
intervention, especially during the investigation period involving the competition control body 
(MAKAR & ALAM, 1998, 2003; MAGNAN & NADEAU, 1999). As for companies that are the target 
of mergers and acquisitions transactions, Easterwood (1998) argues that these companies’ managers 
also have the incentive to increase their earnings in the period in order to avoid a merger and acquisition 
transaction coming into effect. Despite the evidence mentioned, according to Ronen and Yaari (2010), 
the results from such studies are still inconclusive. 
Recently, the renowned professor Ray Ball (2013), of the University of Chicago, mentioned that 
it seems strange that academic researchers report, in their studies about Earnings Management, that 
accounting manipulations are frequent and have relevant effects, but that the specialized press and 
professionals, whether external auditors, regulators, or financial analysts, appear not only to be unable 
to detect such manipulations but also, at the same time, ignore such evidence. In fact, He argues that 
many research projects, leading to the publication of various academic articles, have used statistical 
models to measure accounting manipulations, which have methodological limitations. This situation 
appears to have encouraged a research culture which tolerates conducting grossly inadequate studies 
and publishing articles with “false positive” results, i.e. tending to indicate the existence of accounting 
manipulations even where there are none. 
Thus, we analyzed a critical case study of accounting changes due to a business combination 
that allowed us a detailed analysis of the phenomenon in its real-life context, and not solely in a typical 
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Earnings Management study, which examines accounting manipulations via statistical models that 
calculate discretionary accruals. 
In summary, the data analysis allows us to conclude that there is no evidence that the companies 
analyzed made any opportunistic accounting choices as a result of mergers and acquisitions transactions, 
as suggested by a considerable amount of the accounting literature on earnings management. As 
mentioned in the literature review, the accounting choices observed may simply be the result of the 
managers’ and accountants’ good intentions, even though we cannot prove that they were efficient. 
It should also be noted that this result is consistent with the studies from Christie and 
Zimmerman (1994) and Emanuel, Wong, and Wong (2003), which suggest that, in a competitive 
environment, companies tend to choose and maintain efficient accounting practices (Accounting 
Darwinism). 
This study’s main contributions are: a) to present evidence regarding “how” and “when” changes 
in accounting practices occur as a result of business combination transactions that transfer corporate 
control, after the implementation of international accounting standards in Brazil; and b) to present 
evidence that the accounting choices made by Brazilian companies are not explained by opportunistic 
factors, but can simply result from efficient choices able to increase company value, especially in the 
Brazilian context, where there is a significant degree of company shareholder concentration, as Coffee 
Jr. (2005) argued. Thus, this paper brings back an important part of the accounting literature that values 
the efforts of accounting professionals in judging how adequately accounting standards are applied. 
Finally, the importance of this study derives from (a) the practical relevance of the topic for 
users of accounting information, for those preparing financial statements, and for regulators of the 
accounting practices adopted by companies; (b) the lack of studies regarding the topic in Brazil, 
especially those adopting a qualitative approach that can identify “when” and “how” the changes in 
accounting practices are made by companies that participate in mergers and acquisitions transactions; 
and (c) the need to broaden the discussion regarding the nature of the companies’ motivations to make 
accounting changes. 
The remainder of this study is organized into four additional parts. The second part presents the 
literature review, in which the motives that lead companies to change their accounting practices are 
discussed. In the third part, the methodology applied in the study is described, highlighting how the 
company analyzed was selected and how the data were collected and analyzed. In the fourth part, the 
data analyses are carried out. In the last part, final remarks are presented. 
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2 LITERATURE REVIEW 
2.1 ACCOUNTING CHOICES AND MERGERS AND ACQUISITIONS TRANSACTIONS 
Accounting choices include the use of different accounting practices (policies, procedures, or 
methods) for recognition, classification, and measurement, as well as disclosure practices in financial 
statements (for example, the choice of inventory measurement or depreciation method). See Ronen & 
Yaari (2010), who present in detail the types of accounting choices normally practiced by companies. 
Fields, Lys, and Vincent (2001, p.256) conceptualize accounting choice as: “[...] any decision 
that aims to influence [...] the output of an accounting system in a particular way, including not only the 
financial statements published in accordance with the accounting principles in place, but also tax returns 
and regulatory requirements.” 
PAT Hypothesis, proposed by Ross Watts and Jerold Zimmerman (1986), has been widely used 
in the last 40 years to explain and predict the choices of accounting practices made by companies. For 
these researchers, three hypotheses help to explain managers’ and accountants’ behavior when choosing 
accounting practices: (a) the bonus plan hypothesis; (b) the debt/equity hypothesis; and (c) the political 
cost hypothesis. 
Notably, since the 1980s, these hypotheses have received special attention from researchers 
interested in explaining the opportunistic accounting choices made by companies in different countries, 
especially in the United States. The opportunistic approach to analyzing accounting choices is based on 
the assumption that managers act in accordance with their best personal interests, aiming to maximize 
their own well-being, which makes him or her an agent in a position to influence a company’s 
accounting practices choices as well as outline the economic consequences of one specific accounting 
choice according to his/her own interest (COLLIN et al., 2009). 
Studies on earnings management and company mergers and acquisitions transactions, in general, 
analyze how companies manage the earnings of the acquirer and target company before and/or after a 
merger and acquisition transaction is announced. 
Before merger and acquisition transaction announcements, according to Ronen and Yaari (2010, 
p. 54), the earnings management literature suggests that companies that seek out mergers based on stock 
swaps increase their share price via earnings management aiming to reduce the cost of the merger for 
their shareholders (Negociation Price Hypothesis). As the price of acquiring the shares of a company is 
important, the general sense is that acquiring companies generate incentives to increase earnings in order 
to transfer the least possible number of their shares to fund a transaction; that is, shareholders prefer not 
to dilute their control (RONEN & YAARI, 2010, p. 153). 
On the other hand, according to Ronen and Yaari (2010), in transactions in which there is an 
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investment bank participation, earnings management should be mitigated, since the professional 
advisors would be able to identify potential earnings management practices. Additionally, mergers and 
acquisitions transactions can take a long time and the effects of the earnings management in one year 
can be reversed in the following year, given the cyclical effect (recognition and reversal) of accruals. 
In the case of acquiring companies, Erickson and Wang (1999) studied 55 companies that carried 
out merger transactions using stock swaps from 1985 to 1990 in the United States, in transactions 
averaging US$ 270.4 million in size. The authors identified earnings management before the merger 
agreements, especially when the managers had a significant number of shares in the acquiring company, 
with industrial companies increasing stock values in order to increase earnings, and service companies 
deferring expenses to achieve the same result. 
Louis (2004) analyzed 373 merger transactions, 236 involving stock swaps alone and 137 
involving money, during the period from 1992 to 2000. The author also concluded that acquiring 
companies increased earnings in the quarter prior to the stock swap announcement. 
Recently, Higgins (2013) examined 133 acquisition transactions, 125 involving stock swaps 
carried out between 1990 and 2004 in Japan, and found out that the acquiring companies had incentives 
to manage their financial earnings in the year prior to the acquisition transaction announcement in order 
to reduce the cost of acquisition. The author suggests that this result observed outside the US context is 
consistent with the results from previous studies suggesting that companies acquiring via stock swaps 
managed earnings before the planned acquisitions in order to increase their share value and negotiate 
better stock swap ratios, which generated economic benefits for the acquiring company shareholders. 
Higgins (2013) also suggests that earnings management is relatively more costly in Japan than in the 
United States and in England, due to the country’s regulatory structure and system of shared ownership, 
in which banks control companies via equity shares and by means of bank financing. 
In the case of target companies in mergers and acquisitions transactions, Easterwood (1998) 
studied earnings management strategy in 110 companies that were the target of bids between 1985 and 
1989. The author concluded that the companies subject to a hostile takeover attempted to engage in 
earnings management in order to prevent the acquisition. 
After the announcement of merger and acquisition transactions, the studies focused on analyzing 
the Political Cost Hypothesis suggested by Watts and Zimmerman (1986). According to this hypothesis, 
companies (a) from regulated sectors with considerable exposure due to their size or economic 
importance (NA’IM & HARTONO, 1996), (b) with expressive and unusual increases in earnings in 
certain periods (HAN & WANG, 1998), or (c) which are undergoing an anti-competition investigation 
process (CAHAN, 1992), or as a result of foreign trade questions (JONES, 1991) are subject to some 
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type of monitoring or intervention by regulatory bodies or some legislative action aimed to impose new 
costs on these companies and reduce their future results. The political costs resulting from these events, 
or from the specific context, serve as incentives for companies to reduce their current earnings in order 
to reduce or avoid attracting public attention and political scrutiny. 
Makar and Alam (2003) also analyzed 123 US companies that underwent mergers transactions 
between 1973 and 1992 and were subject to antitrust investigations by the Federal Trade Commission 
(FTC) or by the Department of Justice. The results indicated that discretionary accruals in the companies 
investigated were priced by the equities market and that this component of earnings had been increasing 
the informational content of their future earnings according to their calculations. 
Gong, Louis, and Sun (2008) carried out a study in which they attempted to identify the 
correlation between abnormal accruals identified in the period prior to mergers and judicial actions 
announced after this period and found that there was a positive correlation between these variables. They 
suggested that investors analyzed not only the direct effects of earnings management on share prices, 
but also their connection with contingent legal fees. 
The studies suggest that companies that are subject to investigations due to mergers and 
acquisitions transactions are the ones that could potentially violate antitrust rules and have incentives to 
manipulate their discretionary accruals in order to influence regulators and their judgments regarding 
anticompetitive behavior. Thus, investigated companies have a strong incentive to use discretionary 
accruals to reduce their reported incomes and their political costs, especially during the investigation 
process. 
The evidence presented in this topic suggests that companies did engage in earnings 
management, via opportunistic accounting choices, but it could also have generated benefits for their 
shareholders. 
 
2.2 ACCOUNTING CHOICES: OPPORTUNISTIC VERSUS EFFICIENT 
In a study published in 1990, professors Ross Watts and Jerold Zimmerman, after analyzing 
various studies that tested their ideas empirically, argued that many studies (a) assume that choices of 
accounting methods are opportunistic, but do not account for the fact that the managers of different 
companies probably do not have the same alternatives available to them, given the restrictions imposed 
in some environments and industries; (b) use accounting accruals, which calculate the net effects of all 
accounting choices, without knowing how these accounting accruals would behave if there were no 
discretion on the part of managers; and/or (c) use statistical models to test the PAT hypotheses with little 
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explanatory power  several problems related to research structure (WATTS & ZIMMERMAN, 1990, p. 
137, 138 and 140). 
The arguments presented by Watts and Zimmerman (1990) helps in understanding the evidence 
presented by Christie and Zimmerman (1994), who indicate that some efficient accounting choices may 
have been misinterpreted as opportunistic. According to Christie and Zimmerman (1994), this may have 
occurred as a result of the difficulty in determining whether the aim of the accounting choices made 
intended to maximize company value or merely served the managers’ own interests, as well as the fact 
that most studies make the assumption that the accounting choices are the result of an opportunistic 
manager’s behavior, which is often taken for granted in this line of accounting research. 
Christie and Zimmerman (1994) also argue that some previous studies have already shown that 
the accounting choices made by companies were efficient. Malmquist (1990), for example, claims that 
the results from his study are consistent with the efficient choice of accounting model applied in the oil 
and gas industry, and that the results are, therefore, contradict the opportunistic manager behavior 
suggested in previous studies. 
Reaffirming many years later what Watts and Zimmerman (1990) had written and apparently 
was not perceived by researchers, Ball (2013) argues that many research projects, leading to the 
publication of various academic articles, have used statistical models to measure accounting 
manipulations which have methodological limitations (the omission of relevant correlated variables, for 
example). This situation appears to have encouraged a research culture which tolerates conducting 
grossly inadequate studies and publishing articles with “false positive” results; that is, which indicate 
the existence of accounting manipulations even when there are none. 
Even today, few studies have analyzed, or at least discussed, the efficient approach to PAT 
Hypotheses (see, for example, Emanuel, Wong, and Wong, 2003). In his book, Professor William Scott 
(Financial Accounting Theory) argues, for example, that if managers have certain flexibility in choosing 
an accounting practice, they should respond to changes in a company’s environment in an efficient way 
(SCOTT, 2009, p. 284). 
Clearly, the concern about pointing out that companies use earnings management has led 
researchers to ignore articles and books addressing efficient accounting choices. 
In this context, it can be argued that this neglect from the academic community is compatible 
with the general principle suggesting that there is a great power of bad events over good ones, where 
bad impressions and bad stereotypes are quicker to form and more resistant to disconfirm than good 
ones. (BAUMEISTER, BRATSLAVSKY AND FRINKENAUER 2001, p. 323). According to Rozin 
and Royzman (2001, p. 296) the general bias of giving greater weight to negative events is a wide 
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phenomenon which extends to a large range of domains. Baumeister, Brastslavsky and Frinkenauer 
(2001, p. 343), for example, say: 
 
“Among journalists and communication scientists, it is considered common knowledge that bad events 
are more newsworthy and attract more reader attention. Periodic calls for the news to focus more on 
positive, uplifting stories get nowhere, not because journalists are sadists or misanthropes, but because 
bad news sells more papers.” 
 
Thus, this study aims to demonstrate that accounting choices may be result of managers’ and 
accountants’ good intentions do exist, even if there is no way to show that they are efficient. 
 
3 METHODOLOGY 
This study is of a qualitative nature and aims to analyze, through a case study, the phenomenon 
of changes in accounting practices resulting from business combination processes between unregulated 
companies after the implementation of IFRS in Brazil. This case study method was chosen as it enables 
us to provide a general overview of the problem analyzed, as well as allow us to perform a detailed 
analysis of a contemporary phenomenon within its real-life context (YIN, 2014). 
We selected a critical case study (Cooper & Morgan, 2008) that allows theoretical 
generalizations (or transferability), exploring the reasons for a specific accounting practice (Ryan et al. 
2002, p. 144). For Ryan et al. (2002) ‘where there is a well-formulated theory and the major research 
issues are clearly defined, it may be possible to select a ‘critical case’ which directly addresses these 
issues. ... The objective of such a case study would be to determine whether the theory provides good 
explanations, or whether alternative explanations need to be developed’. 
In order to achieve the proposed objective, we selected a company that met the following 
requirements: (1) a non-financial unregulated company that underwent a business combination (merger 
or acquisition transaction); (2) a company listed on the Brazilian Stock Exchange (B3) which filed its 
Financial Statements in the Brazilian Securities and Exchange Commission (CVM), before and after 
the business combination, where the financial statements of the acquiring and acquired companies were 
available for consultation; and (3) a company that carried out a VAC after 2010, the year of the full 
mandatory adoption of the IFRS. 
The analyzed company was considered a critical case study because of the small number of 
companies that adopted VAC resulting from a business combination, as demonstrated in the data 
analysis. 
The identification of changes in accounting practices in companies that have undergone a 
business combination process was carried out via a keyword search, such as “Changes in Practices”, 
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“Changes in Accounting Policies”, and “Accounting Practice Choices”, in the explanatory notes for the 
year in which the aforementioned corporate restructure occurred. It should be noted that such 
identification and selection process was necessary due to the lack of a database indicating all  the 
necessary information for the study. 
The data used in the study were collected: (a) from the financial statements and explanatory 
notes, independent auditor opinions, and acquiring and acquired company management reports, before 
and after the corporate restructuring process, available from the CVM website (www.cvm.gov.br), the 
CADE website (www.cade.org.br) or the website of the company itself (www.raiadrogasil.com.br); (b) 
from the Economática© software for financial and share price data; and (c) from documents and reports 
available from CADE; and (d) from documents available in the press. It should be noted that all data 
used in the study were collected manually and tabulated by June 28, 2016. 
The data analysis developed in this study is of a predominantly qualitative nature, allowing for 
a holistic overview of the whole merger and acquisition process and its respective impact on the 
analyzed company’s accounting policies. The case study selected allows the analysis of the VACs 
through a window comprehending two years before and two years after the business combination 
process. 
According to Ryan et al. (2002), despite difficulties deciding whether a given observation is 
refuting the theory, case studies are a tool for the new hypotheses generation to explain individual 
observations in their specific context for subsequent testing through sample studies. 
 
4 DATA ANALYSIS 
4.1 CASE STUDY SELECTED FOR ANALYSIS 
Analyzing the period from 2010 to 2012, which directly followed the IFRS adoption in Brazil, 
we identified 84 publicly-traded companies which had undergone a business combination as the buying, 
the selling, or the target (acquired) company, according to the information taken from the reports 
published on the Brazilian Association of Financial and Capital Market Entities (ANBIMA) website. 
Out of these, 16 companies were excluded for lack of available financial statements in the CVM website, 
or due to reasons such as having their registrations cancelled or delays in submitting their financial 
statements. 
After analyzing the financial statements and explanatory notes of the remaining 68 companies, 
we identified 21 companies that carried out at least one accounting practice change in the period close 
to the corporate restructuring process. Out of these, 13 changes in accounting practices took place in 
2010, which was the year in which the mandatory implementation of the IFRS occurred. Thus, it cannot 
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be affirmed that these changes are or are not related to the business combination transactions these 
companies carried out. 
Out of the 68 public companies that had undergone a business combination, only 8 companies 
(11.8%) carried out a VAC after IFRS adoption (3 in 2011 and 5 in 2012). 
Thus, we selected for analysis as a critical case study, the unregulated company Raia Drogasil 
S.A, that had undergone a business combination process in 2012 and indicated a change in accounting 
practice as a result of this process. 
The partial results suggest that changes in accounting practices and estimates were not a very 
common occurrence, and in addition to that, most changes identified were not necessarily related to the 
merger and acquisition processes. This result is consistent with Nobes and Stadler (2015), which 
provided some evidence that voluntary accounting policy changes are not a usual occurrence in most 
countries adopting the IFRS. 
 
4.2 A BRIEF HISTORY OF THE MERGER TRANSACTION THAT CREATED RAIA DROGASIL 
S.A. 
On July 26, 2011, the companies Droga Raia (106 years old) and Drogasil (76 years old) 
announced Relevant Facts Reports (such as a Current Report in the USA) to the market for having 
initiated negotiations involving a “partnership agreement” between the two companies, in which all 
shareholders would come together in one single company. On August 2, 2011, the companies announced 
signing a partnership agreement between equals to form a new company under shared control, in which 
Drogasil shareholders came to hold 57% equity in the new company and Raia shareholders kept a 43%, 
with this new company “free-floating” approximately 50% of its shares. According to the announcement, 
the CEO of Raia became the chairman of the Board of Directors and the CEO of Drogasil became the 
CEO of the new company. 
The resulting company, known as Raia Drogasil S.A., became one of the biggest pharmaceutical 
retail chains in Brazil. The partnership between the two companies took place via a transaction in which 
Raia shares were incorporated by Drogasil, with shares in the latter continuing to be traded on the New 
Market of the Brazilian Stock Exchange. 
On August 02, 2011, the date on which the partnership agreement between Droga Raia S.A. and 
Drogasil S.A. was signed, the new company announced that the asset combination transaction aimed to 
“capture synergies in order to promote the competitiveness of the two brands” (Relevant Facts Reports 
from 08/02/2011, CVM, 2016), which placed the new company as the 7th largest retail group in Brazil 
and leader in the country’s drugstore market. 
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After signing the partnership agreement on October 24, 2011, the managers of the new company 
informed, via Relevant Facts Reports, of the incorporation of shares in Droga Raia S.A., the new wholy-
owned subsidiary, by Drogasil. The companies’ shares were evaluated by Deloitte Touche Tohmatsu 
Consultants Ltd., with the economic-financial evaluation report based on June 30, 2011 and considering 
the economic value using discounted cash flow, with goodwill calculated at the amount of R$ 898.9 
million. 
On November 8, 2012, the company announced the incorporation of Raia in order to “simplify 
the organizational structure of the economic group in which Raia Drogasil and Raia participated, 
reducing administrative costs and maximizing unification, standardization, and streamlining 
management” (Relevant Facts Reports from 11/08/2012, CVM, 2016), and on 11/10/2011, the company 
informed that a new shareholder agreement had been celebrated.  
The incorporation of the Raia subsidiary by Raia Drogasil occurred some months after the 
business combination transaction was approved by CADE, on May 23, 2012. 
 
The business combination transaction between the Raia and Drogasil drugstore chains was approved without restrictions 
by CADE, with unanimous approval from the members of the antitrust body. 
 
As can be observed, the companies analyzed operate in an unregulated activity sector, however, 
they are still subject to the supervision and control of the CADE on questions related to competition and 
market concentration activities. 
 
4.3 DESCRIPTION AND ANALYSIS OF THE CHANGES IN ACCOUNTING PRACTICES 
OBSERVED IN THE ANNUAL REPORT 
a) Economic incentives for carrying out changes in accounting practices: 
In the analysis of annual reports and Relevant Facts Reports released by Raia S.A., it was 
verified that the company did not have any stock option plan and neither were there financial covenants 
(restrictive contractual clauses tied to accounting values) in their debt securities. 
On the other hand, in the case of Drogasil, it was observed that the company had a stock option 
plan and financial covenants in debt agreements contracted from a government bank before the 
partnership process. According to the information released by the company, the financial covenants 
were always adequately fulfilled: 
 
(i) EBITDA margin (EBIDTA/Net operating revenue): equal to or greater than 3.6%; and 
(ii) Total net debt/Total assets: equal to or lower than 20%. 
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The covenants measurement is annual, and on December 31 of 2013 and 2012 there was no non-
compliance with the aforementioned requirements.  
If these requirements were not fulfilled, the Company would give BNDES a bank guarantee to ensure 
fulfillment of the contract. The Company does not have any contracts subject to fulfilling non-financial 
covenants. 
Source: 2013 Annual Report, Explanatory Notes, p.18, added emphasis. 
 
Also, the company already had a stock option plan before carrying out the business combination 
transaction, as highlighted in the Relevant Facts Reports released to the market. 
In the 2012 annual report, the company explained that the stock option plan approved in the 
Extraordinary General Meeting on June 28, 2007, was closed and replaced by a new one via the 
minutes of the General Meeting on November 10, 2011. In 2014, the company approved a new 
remuneration program based on global targets for the company and individual ones for each 
manager in the ordinary and extraordinary general meeting held on April 23, 2014. The analyzed 
company’s share-based variable remuneration plan established a maximum number of shares to 
be received by the company annually and was not directly linked to any established metric in the 
financial statements. 
The previous CEO had run Drogasil for 15 years, the last two of those, managing the new 
company resulting from the partnership. 
In the period analyzed, a change of independent auditors and a change in the company’s CEO, 
which took place on July 1, 2013 were also observed. In 2015, the company made a mandatory change 
to the independent auditing firm, substituting Ernst & Young for Pricewaterhouse Coopers, as required 
by CVM Normative Ruling n. 308/1999, which establishes that external auditors cannot provide their 
services to the same client for more than five consecutive years. 
In the period analyzed, neither a significant share acquisition nor a disposition transaction was 
identified, except for: (a) the annual acquisitions of own shares to fulfill the Restricted Stock based 
Long Term Incentive Plan approved by the shareholders; and (b) the initial public offering (IPO) carried 
out by Raia in December 2010, with its entry into the capital market. It was noted that the CVM granted 
Drogasil’s registration on July 20, 1977. 
In the period analyzed, Drogasil did not have any plan for issuing international securities either. 
Only on February 1, 2016, did it communicate to the market the Board’s approval of a Level 1 American 
Depositary Receipts (ADR) program, without the need for increasing capital or issuing new shares.  
In summary, in the period close to the business combination transaction, the company Raia did 
not have any stock option plan and financial covenants, and Drogasil had a stock option plan not 
directly associated with accounting numbers, as well as, financial covenants in long-term debt 
agreements with a small potential to serve as economic incentive for carrying out accounting changes, 
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as  suggested by the literature. The penalty for not fulfilling the limits set out in the financial covenants 
is not advance debt payment, but rather, the obligation to provide formal guarantees for loans. 
b) Changes in voluntary accounting practices before and after the business combination: 
As the business combination transaction occurred in 2011, Raia S.A. only released its accounting 
information in 2009 and 2010, the period between the public offer and the business combination process. 
Due to the corporate business combination process (incorporation), the company cancelled its 
registration with CVM on February 02, 2012. 
In the case of Drogasil, the financial statements covering 2009 to 2014 were available for 
analysis. During this period, the company always generated profit. 
Based on the analysis of the explanatory notes for the financial statements published by the 
companies, it was possible to confirm that neither of them carried out VAC in the two years prior to 
the business combination process (2009 and 2010 financial years). It is noted that in 2010 some 
changes in mandatory accounting practices occurred due to the initial adoption of IFRS in Brazil, via 
the application of the rules issued by the Brazilian Accounting Pronouncements Committee. 
Table 1 presents the evolution in some of the companies’ relevant accounting and financial 
metrics, before, during, and after the business combination. 
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Table 1 –Evolution of the Analyzed Companies’ Accounting and Financial data (R$ thousand)
 
Source: Accounting data taken from the financial statements available from the CVM website, accessed on June 28, 2016. 
Notes: (a) The values presented correspond to those originally published in the year of reference, corresponding to the 
individual balance sheets (in 2014, 2010, and 2009) and consolidated balance sheets (2013, 2012, and 2011). Raia S.A. 
business combination occurred in 2011 and the incorporation of its shares occurred in 2014. (b) In 2010, the complete 
application of the IFRS rules came into force in Brazil. (c) ROA – Return on Assets (Net Income / Average of Total Assets): 
ROE - Return on Equity (Net Income / Average Net Equity); Level of Debt (Total Debt / Total Assets); Ebitda Margin 
(Ebitda / Gross Sales Revenue); and Gross Margin (Gross Income / Net Operating Revenue). The Ebitda Margin was 
communicated by the company itself while others we calculated ourselves. 
 
In the year in which the partnership between the companies took place, it was observed that the 
company resulting from the business combination disclosed a VAC in its annual report with regards to 
classifying items in the income statement, as highlighted below. 
 
As part of the partnership effort Management analyzed the main accounting practices applied in the 
Company and altered the classification of revenue originating from commercial agreements with 
Year of
Business 
Combination
2009 2010 2011 2012 2013 2014
Total Assets 730,954 922,285 3,168,308 3,340,186 3,614,093 4,049,289 
Fixed Assets 115,912 154,281 370,605 454,322 536,629 647,673
Intangible Assets 39,031 66,196 1,127,845 1,170,198 1,150,539 1,125,021 
Current Liabilities 291,996 287,654 791,232 863,276 1,020,004 1,275,050 
Non-Current Liabilities 27,354 36,014 175,902 212,251 267,106 317,302
Net Equity 411,604 598,617 2,201,174 2,264,659 2,326,983 2,456,937 
Net Income 74,59 89,015 68,696 104,855 100,985 221,386
ROA 11.2% 10.8% 3.4% 3.2% 2.9% 5.8%
ROE 19.5% 17.6% 4.9% 4.7% 4.4% 9.3%
Gross Margin 23.2% 23.9% 26.3% 27.7% 27.6% 28.5%
Net Margin 4.3% 4.4% 2.5% 1.9% 1.6% 3.0%
Ebtida Margin 6.6% 5.6% 5.7% 5.8% 5.5% 7.0%
Level of Debt 43.7% 35.1% 30.5% 32.2% 35.6% 39.3%
2009 2010 11/30/2012
Total Assets 593,106 1,097,296 1,063,146 Total Assets
Fixed Assets 125,849 161,654 448,602
Intangible Assets 25,495 30,731 614,544
Current Liabilities 349,907 450,415
Non-Current Liabilities 164,022 79,815
Net Equity 79,177 567,066
Net Income 1,599 1,738
Panel 2 - Raia Drogasil S.A. financial data
Panel 3 - Raia S.A accounting data
Total Liabilities
Net Assets
Panel 1 - Drogasil and Raia Drogasil S.A. accounting data
Year of 
Incorporation
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suppliers and other revenues as demonstrated below: 
(i) Revenue originating from commercial agreements with suppliers, after tax (PIS and COFINS), 
previously presented as operating and financial revenue, is now presented as reducing the cost of 
merchandise sold; and 
(ii) Revenue from services provided (cell phone top-ups, the sale of tokens for scales, advertising in 
sales outlets, and others), after tax (ISS), previously posted in the entries for other operating revenue 
and sales expense reducers are now posted as net sales revenue. Management believes that these 
practices better represent efforts in negotiating with suppliers, as well as the cost and margin obtained 
with the sale of merchandise, whether medicines or otherwise. 
… 
In 2010 the Company reclassified deferred income tax and social security payments amounting to R$3,949 
from non-current liabilities to non-current assets. 
Source: 2011 Annual Report, Explanatory Notes, added emphasis. 
 
 
Finally, in the year following the business combination process (2012 financial year), no change 
in accounting practice occurred. That year, it was merely noted that the company communicated the 
accounting treatment adopted for goodwill (net book value) calculated when the shares of the wholly-
owned subsidiary Raia S.A. were incorporated, as set in the business combinations accounting standard 
(CPC 15). 
It was also noted that in 2013, two years after the business combination process, the company 
communicated a new VAC, as highlighted below: 
 
In April and May of 2013, we recorded the reduction in social security contributions in payroll, which 
was classified in the Taxes and Returns on Sales item, since they now represent a percentage of revenue. 
To maintain historic comparability, we reclassified such costs as Sales Expenses. 
Source: 2013 Annual Report – Management Report, added emphasis. 
 
In summary, two changes in accounting practices were identified, one related to the 
reclassification of revenue originating from commercial agreements and other revenues, in 2011; and 
the other related to the reclassification of payroll social security contributions in 2013. Both changes 
refer to reclassifications of information presented in the income statement from the analyzed period. 
However, only one change occurred in the period related to the corporate restructure analyzed. Clearly, 
the accounting changes revealed were relevant enough for the company to disclose them. 
c) Analysis of the nature of the voluntary changes in accounting practices – opportunistic or efficient? 
Table 2 presents a summary of the VACs carried out by the company in the period analyzed. As 
shown in Table 2, the company carried out a relevant VAC in the year of the business combination. This 
change did not affect the company’s income nor the balance sheet metrics (net equity or total assets), 
but it did have an impact on some accounting items in the income statement. 
Notably, the change in accounting practice identified was associated with the business 
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combination process that occurred in 2011, as communicated by the company itself. It was perceived 
that this change occurred in order to allow for an alignment between the accounting practices of both 
companies, which began to operate under the one same control. 
 
Table 2 –Main voluntary changes in accounting practices 
Period Year Relevant events VACs (Category / Type) Effect on accounting values 
Before 
the 
merger 
2009   --- --- 
2010 Public Offering for Raia S.A. Mandatory/  
  
Existence of financial covenant in 
Drogasil 
Adoption of IFRS Several 
During 
the 
merger 
2011 
Announcement and signing of 
partnership agreement 
Voluntary/ Adjustments in the P&L, 
without any effect on the 
period’s income 
Existence of financial covenant in 
Drogasil 
Classification 
After   
the 
merger 
2012 
Existence of financial covenant in 
Raia Drogasil 
--- --- 
  Change in company CEO Voluntary/ Adjustments in the P&L, 
without any effect on the 
period’s income 2013 
Existence of financial covenant in 
Raia Drogasil 
Classification 
2014 
Existence of financial covenant in 
Raia Drogasil 
--- --- 
Source: Accounting data taken from the companies’ financial statements, available from the CVM website. Accessed on 
06/28/2016. Note: (a) Category: mandatory or voluntary; and (b) type: recognition, classification, or measurement. 
 
It was possible to observe that changes only occurred in terms of accounting classifications in 
the income statement for the analyzed period. No changes in recognition practices and those for 
measuring of assets and liabilities were identified, not even in the accounting estimates used by the 
companies analyzed. 
Quite obviously, the accounting choices associated with reclassifications may have a relevant 
impact on accounting metrics, but they may also be regarded as simple changes rather than accounting 
changes, which involve recognition and measurement of assets and liabilities, as these generally affect 
a company’s income, net equity, and in some cases, the total value of company’s assets. 
It was noted that the accounting reclassifications did not affect the company’s income, nor did 
they significantly affect the existing financial covenant calculation. 
In summary, the company resulting from the partnership had a bonus plan, financial covenants, 
and underwent supervision by the government agency that controls economic concentration (political 
cost), but even in the presence of these contractual incentives, it did not carry out any change in 
accounting practice that had a significant effect. 
Thus, the data analysis suggests that the change in accounting practice carried out in 2011, the 
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period related to the business combination, can be considered an efficient accounting change that 
provided an improvement in the accounting information produced by the company. 
d) Analysis of the results observed vis-à-vis the literature on accounting choices: 
Previous studies on accounting choices associated with business combination transactions, 
discussed in the literature review, suggest that companies tend: (1) to increase their income before the 
combination process (Cost of Acquisition Hypothesis) to improve the price of their shares used in the 
stock swap or to avoid receiving a bid from another company; and (2) to reduce their income after 
announcing the business combination transaction in order to reduce potential government interventions 
(Political Cost Hypothesis), especially interventions by competition regulating bodies, which occur 
during the investigation period established by law. 
Figure 1 presents a representation of the main events associated with the business combination 
and the publication dates of the Company’s financial statements. 
 
Figure 1 – Representation of the accounting events associated with the merger process 
 
 
Notes: (a) Financial Statements filed on the Securities and Exchange Commission (CVM) website; (b) The CADE analysis 
timeframe is 240 days, extendable by 90 more days; (c) The CADE investigation period begins straight after the partnership 
announcement (and official communication to CADE) and should be concluded within the maximum timeframe defined by 
law, but notably, CADE also has the autonomy to monitor the market in the period following the legal analysis period. 
 
Based on the information analyzed, it can be concluded that there is no evidence that either 
company (acquiring and acquired) analyzed carried out opportunistic changes in accounting practices, 
as is often suggested by the literature. In the case study, only one VAC was observed, which occurred 
in the year following the business combination process but did not affect the company’s income. 
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The observed change in accounting classification of revenue and expenses in the income 
statement can be considered as a normal procedure for aligning the accounting practices of companies 
that underwent a partnership process and went on to compose a new economic group. Notably, the 
company that maintained an active registration with the CVM altered its accounting practice. 
In summary, this result suggests that voluntary changes in accounting practices resulting from a 
business combination process may not be uncommon when there is the need to adapt the practices of 
the companies that are undergoing the partnership process and will compose a new economic group. 
In this case study, the reason for carrying out the voluntary accounting change in a business 
combination period seems to be consistent with the previous studies that addressed efficient accounting 
choices, which aim to maximize company value in competitive environments. 
 
5 FINAL REMARKS 
The objective of this study was to analyze the VACs resulting from a business combination, in 
a critical case study, of an unregulated public company after the adoption of IFRS in Brazil. 
Previous studies on accounting choices due to the business combination suggest, based on PAT 
Hypotheses, that managers from acquired and acquiring companies tend to adopt opportunistic choices 
to avoid government intervention (Political Cost Hypothesis) or to get higher prices for their shares in 
the business combination (Negotiation Price Hypothesis). 
In the qualitative data analysis in the income statement, it was possible to observe that changes 
only occurred in accounting classifications. In the Company’s financial statements, there were 
references to changes in accounting practices in the period: (a) the reclassification of revenue originating 
from commercial agreements and other revenue; (b) the reclassification of goodwill; and (c) the 
reclassification of payroll social security contributions. Only the first change resulted from the business 
combination transaction. No changes in recognition and measuring practices occurred, not even in the 
criteria used by the companies analyzed for carrying out accounting estimations. 
The company under review made normal (and trivial) choices so that the financial statements 
adequately reflected the company's economic situation. The change in accounting classification could 
be considered as a normal procedure (Accounting Darwinism) for aligning the accounting practices of 
the analyzed companies, which underwent a partnership process and went on to compose a new 
economic group. In summary, we have not identified any evidence to confirm the Negotiation Price 
Hypothesis and Political Cost Hypothesis in the selected case study, as suggested by the accounting 
literature on earnings management. 
As previously mentioned in the literature review, the accounting choices observed may simply 
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be the result of managers’ and accountants’ good intentions, even if we cannot prove them to be 
efficient. 
It should also be noted that this result is consistent with the studies from Christie and 
Zimmerman (1994) and Emanuel, Wong, and Wong (2003), which suggest that, in a competitive 
environment, companies tend to choose and maintain efficient accounting practices. 
In short, the critical case study analyzed suggested that researchers should be more careful when 
interpreting the results of their papers adopting the hypotheses prescribed by PAT hypotheses, especially 
in emerging countries that provide a significantly different context. Therefore, the PAT hypotheses 
should not be used to explain all real situations, and such natural negative biases should be avoided. 
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